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Brazil's trade surplus dropped by nearly 17% in the first five months of 1994, compared to the same
time period in 1993, according to a new report by the government's Foreign Trade Department
(DECEX), run by the Ministry of Industry, Commerce, and Tourism. The drop is generally attributed
to government efforts to lower tariffs on foreign goods, which spurred a surge in imports since the
beginning of 1993. In fact, the surplus is expected to drop much more throughout the second half
of 1994, since the government's decision to establish a new local currency on July 1 which will be
maintained on a parity with the US dollar will likely stunt export growth while encouraging a new
flood of imports.
According to DECEX, the total value of trade in the first five months of this year reached a record
US$25.547 billion, a 5.8% jump over the same period in 1993, when the value of imports and exports
reached US$24.130 billion. Still, notwithstanding the healthy increase in total foreign trade, Brazil's
trade surplus dropped by nearly 17% in the January- May period, since imports grew much faster
than exports.
From January-May, the government reported US$16.373 billion in export income, a 7.8% increase
over the US$15.187 billion in income in the same period in 1993. In contrast, the value of imports in
the January-May period totalled US$11.174 billion, representing a huge 25% jump compared to 1993,
when imports totalled US$8.943 billion. As a result, the trade surplus for the first five months of 1994
slid to US$5.199 billion, a drop of more than US$1 billion compared to the US$6.244 billion surplus
registered in the same period in 1993.
DECEX reported a substantial growth in imports in May, which accounted for much of the total
drop in trade surplus for the five-month period under study. Imports reached US$2.967 billion in
May of this year, up US$748 million compared to the value of imports in April, and representing
a whopping 87% jump over the US$1.587 billion in imports reported in May 1993. In comparison,
exports for May 1994 earned US$3.862 billion, representing only a modest increase from the US
$3.635 billion in export income reported in April, and a 32% increase in income compared to May
1993, when exports earned US$2.918 billion. As a result, the trade surplus for May of this year fell to
US$895 million, nearly a 33% drop compared to the US$1.331 billion trade surplus reported in May
1993.
The downward trend in Brazil's trade surplus began last year. In 1992, the trade surplus had reached
a record US$15.66 billion, up from US$10.59 billion in 1991 (see Chronicle, 10/28/93). But in 1993,
the surplus dropped to US$13 billion, largely due to moderate growth in exports, combined with a
30% surge in the value of imports throughout the year. The jump in imports is generally attributed
to government efforts to open the domestic economy to foreign competition through a steady
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reduction of import tariffs. By late 1993, Brazil's average tariff rates had dropped to just 14.2%, in
sharp contrast with the average 78% tariffs in 1984, when import duties for some products reached
as high as 205%. Brazil tariff levels are now near Latin America's norm. Argentina and Chile, for
example, impose average external tariffs of 11%, and Mexico's average tariff is 12% .
Moreover, the surplus is expected to drop at an even faster rate during the second half of this year,
principally due to the establishment of a new local currency on July 1, the real, which replaced the
cruzeiro real. The new currency which will be maintained on a parity with the US dollar at least until
early 1995 forms part of the government's anti-inflation plan launched at the beginning of this year.
Inflation had made the old cruzeiro real virtually worthless. When the old currency was launched in
August 1993, the government originally printed 208 billion cruzeiro bills, but by May of this year, the
number of cruzeiro reales in circulation had grown to 4.5 trillion. Under the law which created the
new currency, the government is committed to printing a maximum of only 9 billion reales for the
next nine months.
As of July 1, the government had printed 7 billion reales to launch the new currency, meaning
that until March 1995, the most the money supply can grow is by 2 billion reales. To maintain the
real's parity with the US dollar, the government plans to meet any increase in dollar demand by
drawing on the country's estimated US$40 billion in foreign reserves, the highest dollar reserve ever
registered in Brazil. In fact, since the real was introduced, the government has driven down the price
of the dollar to .85 reales, in effect overvaluing the real in order to discourage deposits from overseas
by investors seeking to take advantage of Brazil's high interest rates. The new currency, combined
with a sharp reduction in the fiscal deficit in the second half of the year, should substantially lower
inflation, at least temporarily.
Throughout the first half of 1994, inflation grew by more than 40% per month up from an average
of about 35% per month in the second half of 1993 and in June, inflation surpassed 45%. But the
government and most independent economists now predict that monthly inflation could drop to just
5% by the end of August.
Still, notwithstanding the expected success in controlling inflation, most local economists say the
new currency's parity with the US dollar will lead to a sharp plunge in the country's trade surplus in
the second semester, and possibly even invert the surplus to a deficit as happened in Argentina after
President Carlos Menem's administration launched its economic stabilization plan in 1991. Indeed,
an increase in imports is part of the anti-inflation strategy of maintaining the real-US dollar parity,
since officials believe that more competition in the domestic market will help eliminate speculative
price setting by local businesses, which until now adjusted prices upward on a daily basis.
"The faster the imports come in, the better for me," said Brazil's Finance Minister, Rubens Ricupero.
"Brazilians have lived with inflation for 30 years. Like addicts, some local businesspeople will always
want their daily fix." At the same time, the real-dollar parity will likely stunt export growth, since
the country's exports will be less competitive on the world market. DECEX, for example, predicts
that by year-end, total export income will be about US$40 billion, representing barely a 3% increase
over 1993. In fact, most of the increased income is expected to come from the general improvement
in international prices for some of Brazil's largest exports, such as soybeans, soy derivatives, and
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coffee. Exports of soy products, for example, earned US$610 million in May alone a 53.6% increase in
income compared to the same month in 1993 principally due to the increase in world prices.
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